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The Education of a College Graduate 


By CARL 


T. KELLER 


Manager, Boston Office) 


This is the second major operation I 
have performed upon the JOURNAL. 
The first was at the behest of the Edi- 
tor-in-Chief, and this is at the command 
of the senior partner, who seems to 
have extracted considerable amusement 
from the pains and sufferings of my first 
tottering business footsteps. 

Like other young men who have grad- 
uated from college, I did not feel that 
I was the least learned person in the 
world, particularly as I had just spent 
a year in Europe, where I had favored 
various institutions .of learning, recog- 
nized and otherwise. 

I went to work in 1894, which was a 
year of dolorous memories, being nearly 
the low point of the ’93 panic. Nobody 
seemed to be particularly excited about 
getting my services, so I went to work 
for my father in the New England Tele- 
phone & Telegraph Company. At the 
end of five months he apparently 
thought that I had helped the concern 
so much that he could run it for a while 
without me, so arranged to have me 
transferred to the Right of Way De- 
partment of the American Telephone & 
Telegraph Company. At that time 
long-distance lines were very few. 

My Chapter One began, one frigid 
December afternoon, at Willoughby, 
Ohio. The hotel, of which I im- 
mediately and ignorantly conceived a 
very low opinion, later in my experience 
ranked as quite a fine hostelry. I was 
dolled out quite a bit, not too much, 
but as became my situation. I was a 
little disheveled after the first night, as 


the house was full and I had to sleep 
on a billiard table. In the most riotous 
time of my existence I had never done 
that before. I am of the opinion that 
billiard tables should be much more 
heavily upholstered if they are to be 
used as divans. The next day I went 
to the old chap who was in charge of 
the gang and asked him where I could 
get my shoes polished. He swooned, 
and when he came to explained to me, 
with many expletives, some of which I 
learned and afterwards used to good 
effect, that he did not allow any of his 
men to have their ———- ———— shoes 
shined; that the more we looked like 
tramps and the less we looked like 
city dudes the better success we would 
have. This injured my high-born feel- 
ings somewhat, but I found out later 
he was correct. 

I am quite convinced there is no 
better finishing school for a _ college 
graduate than buying right-of-way from 
Massachusetts well into Minnesota and 
down to Tennessee and Maryland, which 
I did; he sees a marvelous cross-section 
of the country, has a lot of extremely 
hard knocks and loses some of his most 
cherished veneer. I didn’t know much 
about Ohio, but I took away a good 
many mementoes, particularly on my 
clothes. I remember that I sported 
a very beautiful cream-colored mack- 
intosh which was the pride of my life. 
After one week of having it spotted 
with the oily Ohio clay it was the sad- 
dest looking grease patch ever seen! I re- 
member going into Cleveland once from 
Orange Four Corners, which always 
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remains in my mind as typical of the 
Middle States “small town stuff.’ The 
Four Corners had the usual store and 
in the usual store was the usual stove, 
the front door of which was usually 
open and around which sat a bunch of 
unusual tobacco chewers and expec- 
torators. They were amusing, however, 
beyond their expectoral abilities. Part 
of the way from Orange Four Corners 
to Cleveland was a plank road and the 
rest of it wasn’t, and it was my wont, 
in going from Orange Four Corners to 
the plank road, to walk in the fields 
while the horse nearly pulled himself to 
pieces just getting that one light wagon 
through the mud. The wheels on the 
carriage looked like the modern auto- 
mobile disk wheel —they were solid 
with clay from the hubs to the tire. 

I lived in Cleveland at the Hollanden 
House part of the time, and I remember 
that several of us were very much non- 
plussed as to the reason for flying a 
large blue-black flag. One day, after 
being there several weeks, the sun 
shone through the flag and we discov- 
ered it was the Stars and Stripes. When- 
ever we were stationed in Cleveland the 
average collar supply was three per 
day. 

I had two experiences on this Erie- 
Norwalk line, one of which is amusing 
in retrospect. I started debonairely in 
to visit a farmer when two unsociable 
dogs of heroic size came toward me 
with what appeared to be murderous 
intent. I mounted a fruit tree with 
the rapidity somewhat reminiscent of 
“Before Adam.” From this secure 
haven I shouted for assistance, while 
my confrere rolled around in the buggy 
howling with delight. Experience num- 
ber two, however, avenged me. We had 
to buy a piece of right-of-way from a 
farmer who was a hard cider devotee. I 
insisted that I had to stay with the 
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horse, so poor Strang, my companion, 
went into the cellar with the farmer. 
It was about six o’clock and we had had 
nothing to eat since twelve. Strang 
came out with a glassy eye, an uncer- 
tain step and a glass of cider for me, 
one taste of which, however, was quite 
sufficient. Strang got his right-of-way, 
but it was two days before he smiled 
on food. 

I was next transferred to cleaning 
up the right-of-way on the line from 
New York to Buffalo. I did most of 
my work from Johnstown and Glovers- 
ville east. I never considered the day 
had been started right until my sleigh 
had been overturned a half dozen 
times. The roads were narrow, the 
snow five or six feet deep, and when- 
ever I turned out for another sleigh I 
usually went over. Sometimes the 
horse bolted, and then I was filled with 
snow from head to foot, inside and out. 
It was a terrific winter, and when I left 
the hotel I never knew when I would 
get back. I remember one day leaving 
Johnstown, which was named after Sir 
William Johnson, the old Indian agent, 
whose house, still standing at Johns- 
town, was in those days occupied by the 
prettiest girl I saw in all my travels. I 
used to go there twice a day to inquire 
my way, or to see where Chief Brant 
made his famous notch in the staircase, 
or on some other pretext. As I said, a 
half a mile back, I left Johnstown one 
morning, carrying for safety a tooth- 
brush and a comb. It blowing 
furiously, the thermometer was amus- 
ing itself at 25 below zero, and I was 
dressed in everything I could find—and 
frozen stiff! I remember that I had on 
two pairs of heavy woolen socks, a pair 
of lumberman’s felt boots, several 
sweaters, an ulster, two pairs of mittens, 
a fur hat over my head and a hood 
drawn over that. My driver and I could 
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just barely exist from one farmhouse to 
another. About noon that day it began 
to snow and never let up for three days. 


It got so bad that I could not tell 
where the roads were because the fences 
had entirely disappeared. After three 


days of working I made twelve miles to 
St. Johnsville, where my horse was put 
for weeks, 
calked 
The nights in 
were as awful the 
spent in Hanover, Ger- 
In both places I slept with one 
feather bed on top and another beneath 
\pparently the lack of ventilation 
through these two mattresses, or 


into a stable and doctored 
the little thing 
herself on all four legs. 
the 
terrible ones | 


poor having 


farmhouses 


ds 


many. 


some- 
thing sinister, kept me just a trifle above 
zero all night. By the time this winter 
ended I had cleaned up the right-of-way 
through Little Falls, Schenectady, Skan- 
eateles and down the Hudson 
Poughkeepsie. 


as far as 


My next campaign was on a line 
from Avon, New York, to Williams- 
port, Pa., through the wonderful Gene- 
seo Valley. I recall going out to Squire 
Wadsworth’s at negotiate 
for the rights across his vast domains 
ind finding him dressed in pink, just as 
he had come from following his hounds. 
\s I recall it, his family had at one time 
owned the land practically from where 
his house then stood to Lake Ontario. 
Senator Wadsworth of New York is one 


Geneseo to 


of his family. I went slowly south 
through Mount Morris, Atlantis and 
Bath, this last a beautiful little town 


with an extraordinarily well-bred pop 
ulation, where | made a lot 
friends. We used to visit Hammonds- 
port on Lake Keuka, where I developed 
a familiarity with the Great Western 


soon of 


champagne cellars which never degen- 
All that 
country is a great grape district, and |] 
saw nothing to equal it until I worked 


erated into contempt, however. 
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on the line from Buffalo to Cleveland, 
where the lake front 
unbroken vineyard. 
From Bath I worked through Painted 
Post to Elmira, and, by the way, I be- 


seemed to be an 


lieve Mark Twain lived in Elmira once, 
but only once. There was a hotel called 
the R House in Elmira which re- 
mains graven in my memory as one of 
ever. At this time the tele- 
phone service in New York State was 
given by a large number of little com- 

New York and Pennsylvania 
the Elmira district. It was an 
extremely feeble concern, and I remem- 
ber the painful care with which its 
General Manager, Mr. Estabrook, used 
to watch the expenses. One day I saw 
Estabrook coming down from the top 
of the building about three steps at a 
jump. 


the worst 


panies. 
sery ed 


He was long, mostly legs, and 
was excitedly waving a paper in his 
hand. It appeared that the long-dis- 
tance telephone receipts had jumped 
suddenly from about $20 a week to 
over $400 a week. He was exceedingly 
crestfallen when he discovered that 
about $375 a week of it were my franks 
for talking home to the present Mrs. 
He wore this story to a frazzle 
by telling it on me for many years. 1] 
still recall how, on this job, we canie 
across in Lycoming Valley, Pennsyl- 
vania, quite a considerable town, en- 
tirely abandoned, even the church was 
left. This district had been a great 
source of supply for the tanneries, and 
after it had been denuded somewhat in 
the manner that the Chinese have ruined 
China, the devastators moved out. 
This summer, 1895, the G. A. R. con- 
vention was to be held at Louisville, 
and the American Telephone and Tele- 
graph Company decided that it ought to 
have a line connecting Louisville with 
the outside world. 


Keller. 


So we were all sud- 
denly pulled off of the Williamsport 














line 
was 


and sent to Kentucky. The line 
to run from Cincinnati to Louis- 
ville through Lexington and George- 
town. I had charge of the Georgetown- 
Cincinnati end. It the most in- 
teresting, I think, of all my experiences, 
partly because the population was very 
free and careless in certain of its social 
activities. I remember landing at Wil- 
liamstown, Ky., and, strolling around 
the being impressed by the 
number of small holes in the store win- 
dows. I went into a shop to buy some- 
thing and wittily asked the storekeeper 
if the holes were for ventilation. He 
explained to me that they were the re- 
sult of shootings on court days. Of 
course, I did not believe him; I was too 
wise for that; but afterwards I ascer- 
tained that this same gentleman was 
then out on a $5 or $10 bail for having 
“plugged” a dissenting gentleman, and 
that his son had a similar record. All 
that they told me about Williamstown 
was true, and [ lost a good deal of my 
zest for argument. 


Was 


streets, 


Williamstown was on a big bend of 
the Covington-Lexington turnpike, and 
the public-spirited citizens got together 
and decided that, as it was the only 
road, the Telephone Company was in 
duty bound to enrich them for life. It 
did not take me long to appreciate the 
fact that I was being held up, so I dug 
myself out of bed very early one morn- 
ing, and by nightfall had bought the 
right-of-way across the throat of the 
bend, saved about three miles in dis- 
tance, left Williamstown off the tel- 
ephonic map, and hurriedly moved my 
quarters to Corinth, Ky. Here I found 
an attractive little hotel, but after two 
or three weeks of fried chicken twice 


a day I began to pine! 

We had an amusing incident which 
might just as well have been something 
else. 


The surveyor of our gang of over 





M. JOURNAL 


125 men was a built 


magnificently 
young Irishman by the name of Tim 


Driscoll. We had hired a lot of teams 
and wagons from the natives, and some 
of them came from a one-eyed quarrel- 
some cuss by the name of Moslem. 
Well, Bill Moslem was usually pretty 
well “corned” with his own white 
whiskey, and at such times he indulged 
in playful pranks. In fact, while en- 
deavoring to stick his knife into his 
brother on one of these occasions, his 
brother had insinuated his own knife 
into Bill’s left eye. One morning Bill 
began to talk something horrid to our 
foreman because he did not think he was 
getting enough money. Tim came along 
and listened to the abuse for a while 
and then invited Mr. Moslem to shut 
up. Moslem made an_ unfortunate 
movement towards his rear pocket and 
woke up about fifteen feet away, with 
Tim standing over him waiting to hand 
him another on the remnant of his chin. 
It developed that Bill had in his rear 
pocket only a pint of whiskey, which he 
and Tim proceeded to consume, and Mr. 
Moslem was ever afterwards our greatest 
help. Since he owned five or six thou- 
sand acres of land and had, moreover, 
an exceedingly unhappy reputation in 
the surrounding country, I used to find it 
advantageous to have him drive around 
with me. He would tell the inhabitants 
who I was and that I wanted rights-of- 
way, and then would add meaningly: 
“He is a friend of mine and I think you 
had better let him have it for a dollar.” 
I got ’em! 

The foreman of our gang was a wise 
guy from Cherryfield, Maine. He de- 
cided he would buy a couple of ponies. 
I, knowing nothing whatever about 
horses, warned him that he would prob- 
ably get his leg pulled, upon which he 
delivered me a lecture on how impos- 
sible it was for a sleepy Southerner to 














get ahead of a New England Yankee. 
Well, he got his two horses for about 
$100, as I recall it. Two days later one 
of them went dead lame and it was 
never of any use. The other one I rode 
down to a place called Sadieville, where 
a Southern gentleman by the name of 
Burgess had a magnificent estate and a 
hospitality which equalled the size of his 
estate. He was a great horseman; had 
thousands of them, more or fewer. I 
asked him to look my horse over and 
tell me what he would give for him. 
He walked him around very carefully, 
did all the stunts that a horsewise guy 
usually does, and then informed me that 
he would give me $1.50 for him with 
the bridle and nothing with it off! 

The summer of 1895 was a hard one: 
no rain, and water disappeared from 
the cisterns and wells. We were ordered 
by headquarters to drink only bottled 
water and yet, in spite of that, out of 
the right-of-way men of the two gangs 
I was the only one who did not have 
typhoid, and I was the only one who 
did not obey the rule. No, I did not 
use substitutes, at least, not all of the 
time! 

After getting the rights-of-way I had 
to go back over the line to pay those on 
whose private property we had placed 
poles. I had been to the Bank of Cin- 
cinnati and got a lot of new $5 and $1 
bills. I could not get a soul to take one 
of them: they had never seen such truck 
and were sure I was the artist and arti- 
san. I had to go back and change 
them all into silver dollars, and for a 
week I was driving up and down this 
supposedly unsafe country with bags of 
silver dollars in the bottom of my car- 
riage. As you will note, I came out 
alive. 


Having been so successful in Ken- 
tucky, and as my superiors knew I de- 
tested 


the work, I was immediately 
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assigned a job of working from Hobart, 
Indiana, to Dowagiac, Michigan, on a 
line that was to go to Grand Rapids, 
Michigan. I started in at Michigan 
City, Indiana. If you have been that 
way you may recall the gigantic sand- 
dune that used to stand right near the 
railroad station. It has since been 
changed into glass. 

I remember the first night I spent in 
a hotel at Michigan City. It was per- 
fectly clear when I went to bed, but I 
heard pattering as of rain against the 
window panes all night. When I got up 
in the morning I was astonished to see 
it had not been raining at all. The fact 
is that that part of Indiana is as sandy 
as the Gobi, and the noise that I had 
heard was the incessant driving of the 
sand against the panes, all of which were 
etched by the quartz particles. On the 
outskirts of Michigan City there were 
houses almost entirely buried in sand, 
and the centres of the streets were in- 
dicated by sticking branches of trees 
in the sand, and yet on the outskirts of 
this desolation I found foreigners trying 
to farm. With two horses and myself 
alone in a light carriage I could make 
just about two to four miles an hour! 

When I got to Three Oaks (where 
‘featherbones” for corsets are made, as 
you all know!) I was informed that the 
man on the next place was the toughest 
customer in the county. They called 


him Zeemer. I found Mr. Zeemer 
ploughing. I walked up to him in my 


urbanest manner and tried on him the 
joke that I had been using successfully 
for a year or so. I said, “I am a tele- 
phone man by profession and misfor- 
tune.” I didn’t make a dent in Mr. 
Zeemer’s face. He leaned up against 
the handlebar of his plough and let me 
rattle on. I could not extract a word 
from him. He simply looked at me with 
a cold blue, fishy eye. As you know, 
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my vocabulary is extensive and my will- 
ingness great, but I was beginning to 
fade away when it suddenly occurred 
to me that when a small boy I had lived 
in Ogden, Utah, in a house belonging 
man named Zeemer, so I said: 
‘When I was a kid I lived in a Zeemer’s 
house in Ogden. Was he any relation 
had hit it! He came to 
life quickly, for it turned out that my 
Zeemer was a brother. I got the right- 
of-way for $1, which proves how helpful 
it is to be widely traveled. 

My bosses had acquired a cunning 
little habit of telling me I could take a 
vaction at the end of a job, and then, 
just as I was leaving, sending a telegram 
assigning me to some other place. So I 
made up my mind [ would fool them 
this time. Telling them that I would 
finish at Dowagiac on a certain day, | 
hustled up and did it a day earlier, took 
the train from Jackson, and as I went 
through Dowagiac saw a kindly friend 
waving a telegram at me. I went on 
straight home and found out that, sure 
enough, this telegram had ordered me 
to Tennessee. I never went. 

My next assignment was Pennsyl- 
vania, one of the many cradles of my 
race, for I have a strong strain of Penn- 
sylvania Dutchism. The welcome home 
that I got from my fellow Pennsylvania 
Dutchmen was warm but decidedly un- 
friendly. I had to clean up the right- 
of-way on an old line from Newtown 
Square to Harrisburg. I had always 
thought that an Irishman was the hard- 
est and meanest man to deal with in 
real estate, but I found that compared 
with the Pennsylvania Dutchman he was 
a piker! The only lawsuit on any right- 
of-way that I ever purchased was over 
a piece that I got near Phoenixville. 

One outstanding pleasant and mem- 
orable fact is that I made the discovery 
that Pennsylvania is a great subsidiary 


to a 


of yours?” | 
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pie belt, possibly worthy to rank as a 
primary. I found one attractive and 
healthy looking farmer’s wife who made 
each week sixty-three pies for herself, 
her husband and her boy. Don’t be 
incredulous. It is (or was) a fact. The 
pies were not big; a bit larger than a 
saucer, but each member devoured one 
at each meal. After sampling the pie 
I did not blame any of them, for I ate 
three one day, one right after the other, 
and would have ridden miles out of my 
way to rob father, mother or sonny of 
part of his or her quota. 

Referring to the lawsuit, previously 
mentioned, my were always 
injured by the fact that the man who 
sued was provost, or proctor or presi- 
dent or something in the University of 
Pennsylvania, and, misled by his care- 
taker, he that were 
You may surmise 


feelings 


swore to things 
egregiously untrue. 
that we lost the suit. 
During all this time I had been sport- 
ing an extraordinarily luxuriant black 
beard. About the time I got to Harris- 
burg I decided that unless I wanted to 
be taken for some kind of a Jew tailor 
I had better remove it, and off it came. 
From Harrisburg I worked on a new 
line to Belair, Maryland, which in- 
terested me because my distaff grand- 
mother, a Montgomery, was born at 
Havre de Grace. There was nothing 
unusual about this line, though it was 
infested, as was the Newtown Square 
Harrisburg line, with Pennsylvania 
Dutchmen. I remember that I was 
surprised at the extraordinary neatness 
of their farms. It seemed to me that 
every stone or pebble that stuck its nose 
above the surface of the earth was either 
removed or whitewashed, and in the 
winter, instead of sitting around the 
country store, all the family, from great- 
grandmother down, assembled in a 
room, usually in the stable, but a nice 





room it was always, where they rolled 
cigars. I was always astonished to find 
the number of people who talked com- 
paratively little English, and on several 
occasions I could get along better in 
German than I could in English, al- 
though their German was even weirder 
than mine. 

I got back to New York for a breath- 
ing spell and a chance to spend, in about 
four days, what I had earned in as 
many months; then I hurried back to 
Pennsylvania to the town of Consho- 
hocken, affectionately known as Conshy. 
[ was supposed to survey and lay out 
the route for a line to Jersey City. I 
want to pause right here to say that it 
was one of the meanest jobs I ever 
undertook. New Jersey, I decided, was 
made up of roads with just enough land 
in between them to keep the State from 
being just one road; multitudes of 
them led from Conshy to Trenton. 
Fortunately, I did not have to go be- 
yond Trenton, but was transferred di- 
rectly to Jersey City. I have always 
liked Philadelphia, but in spite of a long 
sojourn in Jersey City I found nothing 
to praise about it except its many ways 
of egress. I lived at a hotel at Jersey 
City, one of the many hardships which 
embittered my young manhood, and 
wandered countless miles in raw winter 
weather trying to find some way to get 
into the ratty old burg. 

When I got through with this assign- 
ment I went into the General Superin- 
tendent’s office for a while, where I had 
one of the few business compliments 
paid me in my early life. The engineer 
of the Plant Department was a very 
quiet and a peculiarly efficient graduate 
of Massachusetts Institute of Tech- 
nology. He asked the General Superin- 
tendent to assign me to him as an assis- 
tant. I could not understand it; 
neither an engineer nor quiet. 


I was 


Realiz- 
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ing that forte lay in beating the 
drum, I refused and came to Boston, 
where I spent some fourteen months in 
the Operating Department. That was 
the department that handled switching, 
the actual making of connections. I! 
soen got tired and longed for the road, 
or at least I thought I did, so was re- 
assigned to the Right of Way Depart- 
ment, and promptly discovered my 
error when I was put on a line that ran 
down through Binghamton to Pennsyl- 
vania. It was an old line and a clever 
lawyer had been going up and down 
finding out where we had omitted to get 
rights-of-way and persuading the land- 
owners to turn the cases over to him for 
suit. I had the sweet job of going along 
behind him and trying to get them to 
take the cases out of the lawyer’s hand 
and stay with me for nothing, or as 
near nothing as possible. I never had 
such a job in my life, and the thing that 
astonished me and my superiors was 
that I put it across in most cases. As a 
reward I was moved out to Wisconsin 
and started on a line to go from Chicago 
to Minneapolis, there being no connec- 
tion west of Chicago in those days. I 
started in at Camp Douglas and worked 
north for about one hundred miles. All 
of this Wisconsin country was once 
covered with a magnificent growth of 
white pine. Today it is an extraordi- 
nary picture of desolation. Apparently 
it had all under a lake at one 
time, and now the sand runs from five 
or six inches to an unknown number of 
feet in depth. No seed trees were left 
when the land was butchered by the 
early timber pirates, and all that grows 


my 


been 


now is a scrub oak which seldom 
reaches higher than 20 to 25 feet. You 
drive really for days through this 


heaven-forsaken, sandy mess, where, in 
order to get rights-of-way, we frequently 
bought 40 or 80 or 160 acres for a very 

















few dollars, the only way to get the 
right being to go and purchase the land 
from the county, which owned it on ac- 
count of non-payment of taxes. I sup- 
pose that after the right-of-way had 
been properly registered it lapsed again 
into the lap of the county, for even we 
right-of-way men would not take these 
pieces of land as gifts. 

We found two extremes in the hotel 
line, one at Sparta, which was a most 
extraordinary little hostelry. It was a 
wee hotel run by some southern people 
who had a darky cook. Better 
there could not be, and the different 
foremen of our gangs would come in 
from miles around and spend Saturday 
and Sunday. In fact, during the entire 
summer we had the place preempted. 
The great drawback was that the train 
out left at 3: 


food 


We would ride 
down the branch for about ten miles 
and then sit around waiting for the 
main line train sometimes for hours. In 
contrast to this was the hotel at Hixon, 
Wisconsin, the worst I have ever seen 
in my adventurous career. The town 
consisted of five houses, of which three 
were hotels. When I went to my room 
I found it was occupied by the painters 
who were redecorating the mansion. Of 
course, such a little thing as changing 
the sheets or pillow cases seemed super- 
fluous, so it was not done, and I used 
to sleep with socks up over my pajamas, 
with a towel on the pillow, and the 
bedspread, which I dug out of a closet, 
thrown over the sheets. I was awak- 
ened in the morning by the energetic 
old woman who kept the hotel pound- 
ing the steak. As I discovered early, 
she was not able to pound on it long 
enough to discourage it. I lived, the 
many days I was there, on raw eggs, 
milk and strawberries. They were all 
good. I did not have the eggs cooked 
because, first, I don’t like eggs; and, 
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swallow 


second, I could them whole 
when they were raw. The husband of 
the proprietress, she being about 65, 
was a three-quarters witted chap of 
about thirty, who stammered. It seems 
that, not long before I had arrived 
there, he had been the agent for some 
nurseryman. He had sold a lot of apple 
trees to some farmer, who later came 
in in a great dudgeon and complained 
that they were no good because they 
were all dry, whereupon the fellow re- 
plied that he had no kick coming as 
they were dried apple trees! I never 
knew whether he got away with it or 
not. 

This was the last of my wanderings, 
for when through with this job I went 
back to Chicago, spent a few months in 
the test station, supposedly absorbing 
operating details, and then went 
Minneapolis as the first manager of 
Minneapolis, St. Paul and Duluth. I 
love to roll them all out because, owing 
to difficulties with the city governments, 
we gave service only in Minneapolis and 
I was ordered to keep out of the other 
places. 


to 


The rest of my experiences in the 
West consisted of leaving the telephone 
business and going to Denver as freight 
solicitor for the Rock Island Railroad. 
In the meantime I had taken on a help- 
meet and found that there were some 
errors in the statement that two could 
live as cheaply as one. From Denver 
I went to Colorado Springs and Cripple 
Creek, where I had an interesting and 
at times exciting life, and finally re- 
turned to Boston, and here long may I 
wave! 


Don’t part with your illusions. When 
they are gone you may still exist, but 
you have ceased to live. 

—Mark Twain. 
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The Context 
The fame of Carl T. Keller, Manager 
of the Boston office, has permeated the 
L. R. B. & M. organization. Reports of 


his keen mind, his ready wit, and his 
genial personality have made him known 
to many who have never seen him in 


his reminis- 
cences of early experiences, told in jovial 


person. For this reason, 


with unusual interest 


from the readers of this Journal. 


vein, will meet 

Other potent elements of interest lie, 
however, in the fact that his early ex- 
periences were in line of duty with an 
organization to which considerable at- 
tention was devoted in the November, 
1923, issue of the JOURNAL, namely, the 
American ‘Telephone and Telegraph 
rhe article, ‘The Bell Tele- 


phone System,” of nec essity could devote 


Company. 


little space to the personal side of its 
tremendous and rapid expansion; the 
armies of surveying, 
building the lines westward and south- 
ward; the difficulties they encountered 
and surmounted; the hard work, the 
self-sacrifice often approaching heroism, 


men planning, 


which they devoted to their service. 

Through Mr. Keller’s article we get a 
glimpse of all these. It is an intriguing 
thought that so comparatively few years 
have elapsed from the time when a 
member of our organization was a 
pioneer in the extension of the telephone 
company, until the present, when that 
company ranks with the greatest Amer- 
ican corporations. 


Mr. Spandau’s article in this issue 
deals with mathematics of the type com- 
monly applied to the accounting of 
finance and investment. It delves into 
a realm which holds for many the mys- 
teries of the unexplored. Mr. Spandau’s 
treatment of this subject is reassuring, 
however, for he shows that, at more inti- 
mate acquaintance, it is not so difficult 
or involved as is commonly thought. His 
article also indicates the value of mathe- 
matical study as a stimulus to clear 
thinking, and serves as a timely reminder 
that this subject should not be neglected 
in the accountant’s course of study. 











Accountants as Receivers 

In connection with a recent statement 
of Samuel Untermyer to the public 
press, suggesting the adoption in the 
United States of the British plan under 
which he said an official receiver con- 
ducts the administration of bankruptcy 
estates, Colonel Montgomery, President 
of New York State Society of Certified 
Public Accountants, made public the 
following letter addressed to Mr. Unter- 
myer: 


Mr. 


In yesterday’s newspapers you are 


DEAR UNTERMYER: 


quoted as having suggested the adoption 
in this country of the British plan un- 
der which an official receiver conducts 
the administration of bankruptcy 
[ think it is generally admitted 
here that the British system is vastly 
superior to ours. 


estates. 


Certainly the ex- 
penses of administration are only a small 
percentage of the usual expenses in- 
curred in this jurisdiction. It is, how- 
ever, grossly inaccurate to indicate in 
any way that most, or even a consid- 
erable percentage of, important bank 
ruptcy cases in England are adminis- 
tered by the official receiver. The fol- 
lowing information is taken from the 
official report of the British Government 
Board of Trade for the year ended 
December 31, 1921: 


The Government Official acts as Trustee and 

Receiver, unless the creditors vote for a Public 

Accountant or other non-official to act as Trus 

tee and Receiver on behalf of the creditors 
During the year 1921 

The Official Receiver was ap 


pointed in 156 bankruptcies 


Public Accountants were ap- 
pointed in 852 
Total ordinary bankruptcies. . 1.008 
Additional small bankruptcies 
(assets under $500 2,413 cases 
Deeds of arrangement registered for com 
positions with creditors, Public Accountants 


cases 


were appointed in 1368 


RNAL 


Realizations by Public Accountants in Deeds 
trrangement Ca 
Percentages of debtors’ valu 1920 1921 
ations of assets realized by 
\ccountants acting as Trus 
tees SOS‘ 83.3%, 
Cost of trusteeship 
age ol imounts real 
ized 18.20 19 


percent 


GTOSS 


I am sure that you would not will- - 
ingly take from public accountants the 
credit which is due them. Certainly . 
any reform in this country should 
definitely take into account what ap- 
pears to be the controlling feature in 
the success of the administration of 
bankruptcy estates in England. 

Very truly yours, 


Robert H. MONTGOMERY, 


President. 


General Information 

At a banquet held by the Pittsburgh 
Chapter of the National Association of 
Cost Accountants in the Fort Pitt Ho- 
tel on January 16th, Mr. Gee, who is 
vice-president of the national associa- 
tion, spoke on “What the N. A. C. A. 
Is Doing.” The bulletin which 
report of this occasion comments very 
favorably on the way he brought out 
the advantages and privileges enjoyed 
by the members of the organization, 
particularly through the pleasant friend- 
ships that can be made through con- 
ventions and chapter meetings. An ad- 
ditional note divulges the information 
that Mr. Gee’s singing was excellent! 


bears 


Mr. Staub is a member for the State 
of New York of the general tax com- 
mittee of the American Mining Con- 


ores 
gress. 


Regarding the work of the firm for 
an old client, the Board of Directors of 
the Norwalk Hospital Association, the 
local paper has printed the following: 

















“The report of the auditors, Lybrand, 
Ross Bros. and Montgomery, was re- 
number of years Mr. 
Lybrand has made this a generous con- 
tribution to the Norwalk hospital. This 
vear the report has come in much more 
promptly than in the past, due to the 
fact that at various times during fhe 
year, at the request of the Executive 
Committee, the hospital has had the 
services of a representative of the audit- 
ing firm. He supervised the opening of 
a simple but complete set of accounts, 


ceived. For a 


and followed this up with examination 
several times. As the result the hos- 
pital now has a system, from which, if 
carefully followed, it should be possible 


at all times to prepare satisfactory 
statements.” 
Mr. Hamilton Howard, of the Tax 


Department of the New York office, has 
been teaching a course in Income Tax 
Procedure offered by the New York 
Chapter of the American Institute of 
Banking in cooperation with Columbia 
University. The course is designed 
especially for those bank employees who 
are called upon to handle tax reports 
for their respective banks and _ their 
bank patrons. 


Evidence has come to hand that the 
L., R. B. & M. JourNAL, though limited 
in number, has a “wide” circulation, 
extending even to the other side of the 
globe. Mr. Gordon C. Cooke has re- 
cently received a copy of ‘Accounting, 
Commerce and Insurance,’ a New 
Zealand publication, which reprints in 
full from the L., R. B. & M. JourRNAL 
in article on ‘Fundamentals in ‘In- 
stallation Work’,” by A. F. Stock, head 
of the System Department of the New 
York office. 
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Mr. Elmer E. Staub, for many years 
with L., R. B. & M., and now controller 
of the Hudson Motor Car Company, is 
President of the Detroit Chapter of the 
National Account- 
ints. 


Association of Cost 


Auditing Principles 
The following review of the recently 
published Montgomery-Staub text book 
has appeared in a January bulletin of 
the National Association of Cost Ac- 
countants. It is of particular interest 
because the reviewer is himself the 

author of a book on auditing. 
\UDITING PRINCIPLES, by Robert H. 
Montgomery and Walter A. Staub 
Ronald Press Company, New York. 

1923. pp. 479. Price, $3.50. 


Reviewed by W. B. Castenholz, 


William Castenholz & Co., Cha- 
cago, Ill. 
\s is his habit, Mr. R. H. Mont- 


gomery (assisted by Mr. W. A. Staub) 
has again turned out a book which de- 
serves a circulation, especially 
among students of accounting and be- 
ginning public accounting practitioners. 


wide 


The book, as the author states, is based 
upon the larger text of Mr. Montgom- 
ery, entitled, “Auditing: Theory and’ 
Practice.” In other words, Mr. Mont- 
gomery has culled from his larger text 
those principles which are peculiar to 
the actual practice of public accounting 
and auditing. 
tain anything 


The book does not con- 
which cannot be found 
in the larger text but the arrangement of 
it harmonizes quite logically with the 
course of procedure in an audit. 


Some of the outstanding features 
which appeal particularly to the prac- 
titioner are the discussions in Chapter 
1 relating to the qualifications of the 
auditor and his attitude toward the 
client and the client’s staff, and those 
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relating to the assembly of audit data, 
the form of reports, the legal responsi- 
bilities of auditors and_ professional 
ethics, covered in Chapters 25, 27 and 
28. Mr. Montgomery has also quite 
carefully coordinated auditing with 
various legal requirements as demanded 
by income tax and other legislation. 
The book, as stated by the author in his 
preface, is going to be of greatest interest 
to students of accounting for whom it 
is desirable to condense in one manual 
such principles, which are involved pri- 
marily with the actual processes of 
conducting an audit and making the 
proper reports therefrom. 

The reviewer assumes that there was 
no intention on the part of the writer 
of this book to project something which 
was to go beyond the established rou- 
tine and principles of auditing, al- 
though he entertained the hope that 
something was to be contributed which 
might be considered as of a business 
building character at least to the extent 
of a number of hints along this direc- 
tion. This hope was based upon the 
statement in the text found in the first 
paragraph of page 2, which 
follows: 

“Hence the modern auditor is more 
and more being looked to for advice, not 
merely with respect to the technique of 
accounts and methods for increasing 
their efficiency, but in the 
aspects of business.” 

Based upon this statement the 
viewer was expecting some discussion 
of such business problems as budgeting, 
proper balancing of inventories, the ef- 
fective use of working capital, the 
analysis of selling expenses in relation 


reads as 


broader 


re- 


to product and territorial sales, the re- 
lation of receivables to sales volume as 
an index of credit and collection depart- 
ment efficiency, and generally such other 
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problems which a proper analytical ac- 
counting system might bring to the at- 
tention of the business man. While it 
is true that these subjects could not 
have been treated at length in a book 
of this kind, it would nevertheless have 
the interest to know 
that progressive accountants and audi- 
should take such 
matters. As_ business more 
and more systematized from an account- 
ing standpoint, the public accountant 
will be expected to give more and more 
attention to actual business problems 
and to the greater problem of present- 


aroused reader’s 


tors cognizance of 
becomes 


ing analyses of operations in such a 
way that these business problems may 
be properly solved. 
countant, if he wishes to maintain a 
high professional standing, must _be- 
come a thorough business analyst; this 
is particularly true because he will be 
able to contribute less in the future 
along the lines of pure accounting. Our 
largest and many of our smaller busi- 
ness concerns are already equipped with 
good accounting staffs and good ac- 
counting systems; this means that the 
public accountant must go beyond the 
accounts and inject himself into the 
larger problems of business policy. It 
is the hope of the reviewer that Mr. 
Montgomery, who, probably better than 


The public ac- 


anyone else, realizes the larger mission 
of the public accountant, will soon 
favor us with a work which will deal 
with these matters specifically. 

This book is worthy of a wide read- 
ing and should prove of great value to 
students who cannot 
fully digest, in 


be expected to 
work, the 
larger published contributions of Mr. 
Montgomery. The book should also be 
extremely useful in the libraries of prac- 
ticing accountants. 


classroom 
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Typical Applications of Mathematics 
to Accounting 


H. M. SPANDAU 
(New York Office) 


Most accountants look upon higher 
mathematics as a subject having only a 
theoretical value and being too difficult 
for application to concrete accounting 
problems. It is true that mathematics, 
beyond the stage of simple arithmetic, is 
not needed by the Junior who reconciles 
a bank balance, or foots a cash book, or 
draws off a trial balance. Yet the Senior 
handling larger audits is not infrequently 
stumped by a problem which must be 
solved for a satisfactory completion of 
the audit, and which can only be solved 
by the application of mathematics higher 
in grade than elementary arithmetic. It 
is trite to declare that complicated arith- 
metical solutions are simplified and read- 
ily solved by the use of algebra. The 
bonus problem met with in the tax de- 
partment is easily solved by such means. 
Such solutions appear frequently, one of 
which may be referred to in Special 
sulletin No. 16 of the American Institute 
of Accountants. 

The use of logarithms, as a practical 
application of the theories taught in 
algebra, seems unnecessarily difficult to 
the average man. It is, however, as easy 
to use a table of logarithms as to use an 
interest table, once its few simple rules 
are mastered. Logarithmic tables should 
form a part of the equipment of anyone 
who finds it necessary to solve the kind 
ot problems that come into our office 
quite frequently. The controller of a 
very large manufacturing concern re- 
cently asked us to recommend a simple 
book which contained the logarithmic 
tables and showed their application. 
There is hardly space in this article to 
discuss and illustrate their use. When 


the ordinary compound interest and 
annuity tables fail us, however, we must 
have recourse to logarithmic tables. 

Not ago this office received a 
letter from an auditor of a mining com- 
pany asking for a method by which he 
could determine the rate to be used in 
depreciating assets by the fixed per- 
centage method on diminishing value. 
We were able to show him how to derive 


long 


the percentage by means of the simple 
application of logarithms. This method 
is explained in Montgomery’s “ Auditing, 
Theory and Practice,’ Vol. I, p. 626, 
and Kester’s “Accounting, Theory and 
Practice,’ Vol. IT, p. 157. 

So many problems involving the use of 
so-called practical mathematics arise 
daily in our office that it is a matter of 
some concern to see that all staff mem- 
bers are equipped to solve them. This 
article was prompted by the fact that 
several such problems, which required 
immediate attention, have arisen lately. 
Of these, the problems discussed in the 
following pages are representative. 

Bankers, in floating bond issues, ad- 
vertise their offerings somewhat as fol- 
lows: ‘$1,000,000 Blank Traction Com- 
pany, 6% 
payable January and 
July, due in July, 1942.” At the end of 
the advertisement we note the following 
statement: “Price to yield 4.75%.” The 
question is, what is the price? 

This problem may be restated in the 
following way: What price shall be paid 
for a 69%, 20-year bond, interest payable 
semi-annually, to yield a return of 4.75% 
per annum? 


First Mortgage, 20-year, 


bonds, interest 
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In dealing with this problem there are 
two distinct facts to be considered, 
1) that the face value of the bond will 
be returned to the holder in 20 years, 
and (2) that the holder will receive an 
annuity of $30 every six months during 
the life of the issue for each $1,000 in- 
vested. The present worth of $1 and 
the present worth of the annuity of $1 
are the factors involved. The question 
resolves itself into finding the present 
worth of a $1,000 bond at 4.75°7, in- 
terest per annum, compounded semi- 
annually, plus the present worth of an 
annuity of $30 at 2.3759 compounded 
for 1) periods. 

From the appropriate tables we obtain 
the following statement: 
he factor of P. W. of $1 for 40 periods at 

2.375%, is 0.3910600. 

Che factor of P. W. of an annuity of $1 for 40 


periods at 2.375%; is 25.6395784. 
$1,000 times 0.3910600= $391.06 
$30 times 25 .6395784 769.19 


Price to be paid $1,160.25 


Problems of this nature are of common 
occurrence and arise whenever a bond 
issue is floated by bankers. The bankers 
compute the rate of interest they expect 
to offer the public when placing the bonds 
on the market. They then compute the 
price that would yield that rate. From 
that price they deduct a flat amount for 
floating the bonds, thus arriving at the 
amount to be turned over to the Blank 
rraction Company. 

A will has been so drawn that the 
widow is to receive the income from the 
estate during her lifetime. Upon her 
death the estate is to be distributed to 
the heirs surviving her. An adminis- 
trator has been appointed. He finds that 
certain securities are nearing their ma- 
turity date and he decides to invest the 
proceeds coming into his hands in other 
bonds. His duty is to pay the income of 
all the investments, less expenses of ad- 
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ministration, to the widow, but he must 
conserve the estate as far as is in his 
power—keeping the face value intact. 
He buys bonds that are selling at 104 
and bearing interest at 5!2%, payable 
semi-annually. It follows that he cannot 
pay the widow the interest actually re- 
ceived since to do so would mean that 
she would receive a portion of the face 
value of the estate in that interest. This 
is so because at the date of maturity of 
the bonds there would be returned to the 
estate only $100 instead of the $104 in- 
vested. Consequently, the administrator 
is called upon to set aside out of the in- 
terest received such a sum at each inter- 
est date as will amortize the $4 premium 
paid on the bond at the date of purchase. 
[his type of problem requires setting up 
a table for amortization of premium. 
The following problem and solution, ex- 
cept in one minor detail, is taken from 
an actual instance. 

$10,550.80 is invested in ten $1,000 
bonds due in three years and bearing 
interest at the rate of 79% per annum, 
payable semiannually, to yield the widow 
5°). There are two ways in which to 
amortize the premium of $550.80. One 
is known as the pro rata method and the 
other as the scientific method. The 
Guaranty Trust Company of New York 
has published a booklet entitled ‘‘ Amor- 
tization,’ which gives a clear statement 
A schedule on 
the next page indicates how this problem 
is solved by the scientific method, which, 
particularly in the case of large amounts, 
is the only fair method to be used. 

A schedule showing the amortization 
of discount is set up in a similar manner, 


of this class of problem. 


except that in such case the widow’s in- 
terest is increased by the amortization, 
since the securities were purchased below 
par. 

A problem which had always been of 
purely theoretical interest to the writer 





Interest Interest 

on Par on Book 

Book Value Value 

eriod Value t 314! t 2%! 

0 $10.550.80 

l 10,464.57 $350.00 $263 .77 
) 10,376.19 350.00 261.62 
3 10.285 .60 350 00 259 41 
} 10,192.74 350.00 257.14 
5 10,097 56 350.00 254 .82 
6 10,000.00 35000 252.44 
$2,100.00 $1,549 20 
On the imption that the premium 1 vested at the 


suddenly assumed practical importance 


ast November. A Senior brought up 
substantially the following concrete case: 

\ client had purchased an asset on the 
nstallment plan. Payments were made 
monthly for two years, but the amounts 
The client had 


heen informed by the selling company 


of the payments varied. 


that each payment included therein in- 
terest at 6°) per annum. So it became 
necessary to determine what portion of 
the payments were to be charged to ex- 
pense and whi h ones were lo be capital- 
ized. 

Let 
made as follows: 
first six months; 
next ten months; 


us assume that payments 
$2,000 a month for the 
$3,000 a month for the 
$4,000 a month for the 


Here we have a case 


were 


ast eight months. 
An an- 
nuity payment is one in which a fixed 


of deferred annuity payments. 
sum of money is paid or received at 
uniform intervals. A deferred annuity is 
one in which the first payments are not 
paid or received until some period later 
than the present. 

Our problem also involves determining 
the present value of such payments. It 
should be borne in mind that each inter- 
est payment is smaller than the preceding 
one, since each payment made reduces 
the outstanding indebtedness. 

\ corporation, owner of some valuable 
patents and patent applications, entered 
into an agreement with a large manufac- 
turing corporation whereby it turned 
over to the latter certain patents and a 
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Accumu Interest Potal 
Amortiza lated t 249% on Interest 
on of \mortiza Amortiza Paid to 
Premium tion Fund tion Fund* Widow 
S86. 23 S86 _.23 $263.77 
88 .38 174.061 $2.15 263.77 
900.59 265.20 + 36 263 .77 
Y2 &6 358 06 6.63 263 .77 
95.18 183.24 & 95 263.77 
97 56 550 80 11.33 263.77 
$550.80 $33.42 $1,582 .62 
ime rate 
patent application, for the following 


consideration: 

a) $100,000 in cash on making the 
agreement. 

b) $25,000 a year for ten years, as a 
royalty on patents, beginning one 
year after the date of the agree 
ment. 

¢c) When the patent on the applica- 
tion is granted a further sum of 
$50,000 is to be paid on the day 
the patent is issued and an annuity 
of $15,000 a year for ten years, the 
first payment falling due one year 
after the patent has been issued. 

The corporation wishes to set up on 
its books the asset value of this contract. 
Our problem, then, is to determine its 
present value. The $250,000 in cash, 
received at the date of the contract, pre- 
We can 


to the consideration of 


sents no difficulty. then pro- 


ceed the other 
parts of the agreement. 

The present value of $25,000 a year 
for ten years is to be determined. As a 
rate of 5% per annum seems to be a 
reasonable rate of return to be expected 
on an investment, we shall use this rate 
in our computations. 

This problem involves the solution of 
annuities, in addition to the 
solution of the present value of an ac- 
count receivable at a future date. The 
first payment of the $25,000 annuity is 
not due until one year from the date of 
the contract, and the last payment falls 


deferred 
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due eleven later. The solution 


follows: 


years 


The present value of an annuity of 
$25,000 is computed by finding the factor 
for eleven years in the 5%, column in the 
tables of present value of an annuity of 
$1, and subtracting therefrom the factor 
for one year. 


8 30641422 
95238095 


‘actor for 11 years 
‘actor for 1 year 


“actor for 10 year 
annuity, deferred 


1 year 7 35403327 


$25,000 X 7.35403327 = $183,850.83 
which is the present value of an annuity 
of $25,000 per annum for ten years de- 
ferred one year. 

The corporation is certain that the 
patent application will be granted within 
two years. Therefore it is necessary to 
compute the present value of $50,000 due 
two years hence and an annuity of 
$15,000 ten three 
years: 


for years, deferred 


Present value factor for 2 years at 

a 90702948 
Present value of $50,000 = $45,351.47 
Present value of annuity factor for 


13 years. 9 39357299 
Present value of annuity factor for 
3 years 272324803 


Present value of annuity factor for 
10 years, deferred 3 years 
$15,000 X 6. 67032496 


6. 67032496 
= $100,054.87 
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which is the present value of an annuity 
of $15,000 a year for ten years, deferred 
three years. 

To summarize, therefore, the present 
value of the contract is: 


a) $100,000 00 
b) 183,850.83 
(c) $45,351.47 


100,054.87 
Potal 


Bond issues not infrequently have an 
additional provision made, requiring that 
a sinking fund be set up to safeguard the 
interests of the investors. Such a pro- 
vision is shown in the following case: 

The Pneumatic Tire Company issued 
March 1, 1920, $500,000 in sinking-fund 
gold bonds, interest at 7% per annum, 
payable March 1st and September Ist, 
maturing in 1932. Special provision is 
made to set up a sinking fund to retire 
the entire issue at maturity. 

Nothing is said, however, as to the 
rate of interest expected to be derived 
from the sinking fund. It is to be as- 
sumed that the rate is not less than that 
at which the bonds have been issued for 
the company. The company will prob- 
ably follow the usual custom in utilizing 
its sinking fund reserve in its own busi- 
ness, in which it will presumably earn 
at least 7%. 


PNEUMATIC TIRE COMPANY 


$500,000 S. F. G. Bonps. 


Semi-annual 
Installment 


Periods toS 
March 1, 1920 
September 1, 1920 $13,636.41 
March 1, 1921 13,636.42 


September 1, 1921 13,636.41 


March 1, 1931 


13,636.42 

September 1, 1931 13,636.41 
March 1, 1932 13,636.42 
96 

00 


96 


INTEREST, 76%. M.&S., Due 1932 

Accumulated 

Interest Additions Amounts 

3156 to S. F. on S. I 

$13,636.41 $13,636.41 
$477 27 14,113.69 27,750.10 
971.25 14,607 66 42,357.76 
14,440.85 28,083 . 27 440,850.29 
15,429 76 29,066.17 469 916.46 


16,447 08 30,083 .50 499 999 96 


$172,726.00 
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lo obtain the value of the semi-annual 
installment to the sinking-fund reserve, 
turn to page 354 of Sprague and Perrine, 
“The Accountancy of Investment.”’ 
The rate to be used is 3147, one-half of 
since the periods are half-yearly. 
rhere are twenty-four periods in all. The 
table gives the value of $0.02727283 as 
the semi-annual installment which in 
twenty-four periods will amount to $1. 
500,000 times this will equal the desired 
figure for our table 
$15. 

An interesting variation of this prob- 


It 


wii 
6 /O» 


namely, $13,636. 


lem is equally common. may be 
stated as follows: 

The Copper Ingot Corporation issued 
on January 1, 1922, $1,000,000 in 8%, 
callable $1,000 denomination 
bonds. Interest is payable July 1st and 
January Ist, and the bonds are to be 
retired as rapidly as possible at each in- 
terest date. 


ten-year 


The corporation desires to 
set aside as nearly a uniform amount at 
each interest date as shall be sufficient 
to meet the interest due and retire part 
of the principal. It follows that the 
part of the principal to be retired must 
be a multiple of $1,000. 
amortization of a debt. 

The amount to set aside semi- 
annually is found to be $73,581.80. On 
July 1, 1922, out of this amount $40,000 
due interest and the balance, 
$33,518.80, can be applied against the 


This is a case of 


be 


as 


Principal 


Periods Outstanding 

July 1, 1922 $1,000,000 
January 1, 1923 966,000 
July 1, 1923 931,000 
January 1, 1931 203,000 
, 1931 138,000 

, 1932 70,000 





$11,784,000 


Value of bonds 


Interest paid 
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principal. The bonds, however, are of 
$1,000 denominations; hence it is neces- 
sary to retire an even amount, say, thir- 
ty-four bonds. This necessitates setting 
aside $74,000 the first time. The more 
bonds we retire the smaller the interest 
due, and, consequently, the larger the 
amount available retire the bonds. 
We are, however, compelled to stick as 
close to $73,518.80 as is possible, so that 
no one period shall be burdened with a 
larger reduction the than 
another. The payment on January 1, 
1923, will require $38,040 in interest 
and leave $34,878.80 to be expended in 
purchase of bonds. 


to 


to reserve 


This is very nearly 
equal to thirty-five bonds. The pay- 
ment on July 1, 1923, requires $37,240 
for interest and leaves $36,278.80 for the 
calling for thirty-six bonds, and so on. 
The schedule below, it is believed, can 
now be followed to its conclusion: 
Another proof is as follows: 
$11,784,000 at 4°% = $471,360. 


In the tax department we have found 


frequent use for what is known as 
Hoskold’s formula. This is described 
fully in Hoskold’s ‘The Engineers’ 
Valuing Assistant,’’ which is in our 
library. A table derived from this useful 


formula is admirably shown in Mont- 
gomery’s ‘* Federal Income Tax Proced- 
ure, 1924,’ page 660. This formula is 
substantially a present worth combina- 


Semi-annual 
Amount to Interest Number 
Pay Interest at 4° of 
and Semi-annual Principal Bonds 
Retire Bonds Payment Repaid Retired 
$74,000 $40,000 $34,000 34 
73,640 38,040 35,000 35 
73,240 37,240 36,000 36 
73,120 8,120 65,000 65 
73,520 5,520 68,000 68 
72,800 2,800 70,000 70 
$1,471,360 $471,360 $1,000,000 1,000 


1,000,000 


S 471.360 

















tion. It is based on the condition that 
in certain types of business one expects 
the return received on the investment to 
measure the risks of that business, and, 
in addition, that the return of the invest- 
ment at the end of a fixed period be 
accomplished by setting aside period- 
ically a fund bearing compound interest. 
Mining is the business in which this most 
frequently becomes important. 

It is estimated that a silver mine with 
an expected life of fifteen years contains 
1,500,000 tons of ore that will yield a net 
recovery of 25 ounces per ton. The ex- 
pected net profit is 80 cents per ounce. 
Since the developmental stage of the 
mine has been passed, the risk feature is 
covered by the expectation of receiving 
8% on the investment, and by a sinking 
fund at 47 which provides for the return 
of the capital. 
‘What should a prospective purchaser 


The question arises, 
pay for the mine at the present time?” 
Clearly, this is a present worth problem. 

The recoverable value of silver is first 
found: 


1,500,000 25 8. 80= $30,000,000. 


The discount value, using a rate of 
8“ and 4°¢, for fifteen years, as found in 
the table in Montgomery’s ** Income Tax 
Procedure, 1924,” page 660, is 0.513053. 
The $30,000,000 0.513053, or $15,391,- 
590, gives the present value of the mine. 
This, 


sideration the machinery and equipment 


of course, does not take into con- 


needed to remove the ore. 

An especially interesting feature in all 
the schedules shown, and, in fact, in all 
the computations made in these and 
similar problems, lies in the check one 
always has at the end, indicating at once 
whether the work 
rectly. 


has been done cor- 
The totals should always cross- 
foot to within a very few cents, as noted 
Any slight discrepancy can be 


readily traced to the dropping of the 


above. 


decimal parts of a cent. 


18 bs: Se. Be Se. 





JOURNAL 


This firm has been instrumental, in the 
past, in making many investigations that 
preceded bond issues. Problems similar 
to those illustrated in this article have 
occurred in all of these. It is hoped that 
what has been said here will prove suff- 
ciently stimulating to encourage mem- 
bers of the staff to follow up the sug- 
gested problems and to read some good 
practical books on the subject. 
Bibliography: 
Sprague & 

Investment.” 
Crathorne & 

matics of Finance.”’ 
Sprague—‘ Bond Tables.’ 

\rcher—‘‘ Compound Interest, Annuity 
and Sinking Fund Tables.” 
\rcher—‘‘ Mathematical 

Finance.” 


Perrine—*‘ Accountancy of 


Rietz, Rietz—‘ Mathe- 


Principles of 


Income Tax Procedure 1924 
The February number of the American 
Review of Reviews contains the follow- 
ing the latest i 
Colonel Montgomery’s tax book: 
INcOME TAX PROCEDURE: 1924. By 
Robert H. Montgomery. C. P. A. 
The Ronald Company. 
1899 pp. 


comment on issue of 


Press 


Tax Pro- 
in its annual issues has become 
an indispensable guide to the American 
business man as well as to the govern- 
ment official charged with the collection 
of the income tax. From year to year 
important changes have been made in 
the text, as the result of experience and 
practice. Humanly speaking, it seems 
to include all that can be known about 
the Federal tax law and the methods of 
its enforcement. The present issue is 
brought fully up-to-date, and leaves no 
question unanswered in connection with 
the collection of the tax during 1924. 
All the important rulings and court 
decisions of 1923 have been included, 
with comment. 


Montgomery's ‘Income 


cedure” 





cette, 
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and the Taxpayer 


BERGMAN 


(New York Office) 


Some time ago one of the New York 
City morning newspapers printed the 
following item: 

The New York State Income Tax Bureau has 
just sent out a circular which begins thus: 

‘‘Considerable cheer is found in the reminder 
of the State Tax Commission that the personal 
exemptions for this year under the New York 
State law now equal the Federal exemptions.” 

This is good news. Any news that reduces 
anyone’s taxes is always good news. What is 
even more interesting, however, is the pleasing 
heart-to-heart style in which the announcement 
is made. 

Most official communications begin, ‘‘ You will 
he reby take notice,’ or ‘‘Under Section 99, 
Paragraph III, of the law of so-and-so.” And 
what follows usually gives you a soak in the eye. 


There is a suggestion contained in the 
breezy style adopted by the State In- 
come Tax Bureau on this occasion. Of 
course, one would not go so far as to 
assert that there will be contained in the 
new return forms intimate inquiries as to 
one’s own health, or the health of one’s 
wife, in the case of a joint return. At 
the present time, however, there is a very 
solicitous note in the questions asked 
relative to whether one is married, living 
with wife or husband, number of chil- 
dren, etc. 

Believing that anything which pro- 
motes a better feeling between the tax- 
payer and the taxing bodies is a contribu- 
tion to the general well-being of the 
nation, the Federal Government might 
take a leaf out of the book of the New 
York State Income Tax Bureau and in- 
troduce a kindlier note into its commu- 
nications with taxpayers. 

Let us suppose, for example, that Mr. 
John Doe has had his returns audited by 
the Treasury Department for 1918 and 
there is proposed to be assessed an addi- 
tional tax of $10,000. Mr. Doe made 





money in 1918, but he has since spent 
it, and is at present engaged in pondering 
over the “good old days.”’ It is obvious 
that the department’s letter will come as 
a shock. Something might be done in 
such cases to soften the blow. 

It is suggested that a letter somewhat 
along the following be sent out by the 
Treasury in such cases: 


Joun Dog, Esq., 
174234 Fifth Avenue, 
New York, N. Y. 
DEAR Mr. DoE: 


We trust that you and Mrs. Doe and Junior 
are very well. If Junior is still suffering from 
the measles, reference to which was made in the 
revenue agent’s report on the audit of your tax 
returns for the year 1918, it is earnestly hoped 
by the entire Treasury Department that the 
whole matter will very soon be completely for- 
gotten. It would be of especial interest to us 
to be kept informed of his progress toward com 
plete recovery. 

Before closing this communication, we regert 
much more keenly than we can express, to have 
to impart to you an item of unpleasant informa- 
tion which has come to us by way of the revenue 
agent’s report. This revenue agent has made a 
report—there must, of course, be some error— 
in which he states that you underpaid your tax 
for 1918 by $10,000. The whole matter is so 
absurd that it has never been given serious 
consideration by us. We would appreciate it, 
however, if you would relieve our minds by 
merely confirming our own opinion—viz., that 
the tax as paid by you for the year 1918 was 
correct. 

Immediately upon receipt of your letter, we 
shall dismiss the matter from any further con- 
sideration. 

In conclusion, we again express regret that 
this matter was referred to at all, although you 
will understand that it was intended that you 
should regard this as a purely perfunctory refer- 
ence in the day’s routine. 

With warmest regards to Mrs. Doe, to Junior 
and to your own good self, we are 

Yours very cordially, 
Joun Rog, 
Acting Deputy Commissioner of 
Internal Revenue. 
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American Institute Bulletin 

The January bulletin of the American 
Institute of Accountants lists Prior 
Sinclair, Manager of our Cleveland 
office, as one of those recommended for 
admission as Under the 
same classification appears the name of 
Joseph Lybrand Pyle of Wilmington, 
who was evidently named for Mr. 
William M. Lybrand’s grandfather, who 
was a minister in charge of a church in 
Wilmington as early as 1835. 


Associates. 


It is interesting to note the results of 
the November, 1923, examinations, which 
are stated as follows: 

“The Board of 
sidered the 


Examiners has con- 
examination papers of all 
applicants for admission to the Institute, 
and finds that of 42 applicants for ad- 
mission as members, 10 passed in all 
subjects, 2 were 


conditioned in one 


subject, 4 failed in all subjects, 7 were 


eligible without further examination, 
already taken the _ Institute 
examinations for a C. P. A. degree, and 
19 were eligible under the 


having 


credit for 
Of 41 appli- 
associates, 10 
in all subjects, 8 were 
ditioned in one subject, 5 failed in all 
subjects, 13 were eligible without fur- 
ther examination, having already taken 
the Institute examinations for a C. P. A. 
degree, and 
credit for 
ren 


other examination clause. 
cants for admission as 


passed con- 


5 were eligible under the 
other examination clause. 
associates were eligible for ad- 
vancement to membership.” 

Wild West Income Tax Possibilities 

From the far, far West, Mr. 
Buchanan sent to Mr. Bischoff, at the 
New York office, a clipping reading as 
follows: 

“KLAMATH FAuus, Ore., Jan. 28.— 
(Special.)—Shooting the lights out at 
Klamath county dances has got to cease, 
according to Sheriff Low, who opened 


an official crusade against the abuse to- 
day with the arrest of Frank Morgan 
and Bill Brown of Bly, on the upper 
Sprague, accused of being drunk in a 
public place and carrying 
weapons. 

‘A few jolts of this panther milk 
and these young frontiersmen think 
they are surely wolves, explained the 
sheriff.” 

The clipping was accompanied by the 
following query from Mr. Buchanan: 

“Is the loss indicated by the enclosed 
deductible?” 

Mr. Bischoff forwards the matter to 
the editor of the L. R. B. & M. Jour- 
NAL with the question: 

“Has the above possibilities?” 

Evidently our tax organization is on 
the qui vive to let no possibility of es- 
tablishing legitimate deductions in in- 
come tax returns escape notice. 


concealed 


* * * 


Men must work for more than waves, 
factories must turn out more than mer- 
chandise, or there is naught but black 
despair ahead. If material rewards be 
the only measure of success, there is no 
hope for a peaceful solution of our so- 
cial questions. But such is not the 
case. Men struggle for material suc- 
because that is the path, the 
process, the development of character. 
Calvin Coolidge. 


cess 


* 


A Topeka millman tells about a tin 
roof of a Kansas store that was torn off 
and rolled into a compact bundle by a 
cyclone. Having a sense of humor, the 
owner wrapped a few strands of baling 
wire around the ruin and shipped it to 
Henry Ford. In due time came a com- 
munication saying: 

“Tt will cost you $48.50 to have your 
car repaired. For heaven’s sake. tell 
us what hit you.” 














